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Tucson Electric Power Company (“TEP” or the “Company”), through undersigned 

counsel, hereby respectfully submits its reply in support of TEP’s Proposed Recommended 

Opinion and Order (“Proposed Recommended Order”). Based upon the various comments 

submitted by Commission Staff and the Intervenors, TEP believes that the Proposed 

Recommended Order should be issued by the Administrative Law Judge as the Recommended 

Opinion and Order to the Commission, with only minor modifications and revisions as noted 

herein. 

I. INTRODUCTION. 

As agreed by the parties and ordered by the Administrative Law Judge, TEP prepared the 

Proposed Recommended Order that detailed a framework for providing the Commission with 

information regarding market rates and TEP’s proposals for modifying the 1999 Settlement 

Agreement and Decision No. 62103. In drafting the Proposed Recommended Order, TEP sought, 

in good faith and consistent with the discussions 2t the hearing, to (i) fairly address the competing 

interests and positions of the parties involved in this proceeding, and (ii) set forth the basic 

provisions whereby TEP could present the Commission the additional information without 

waiving any party’s rights. 
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Most parties have been constructive in their comments on the Proposed Recommended 

Order. Commission Staffs comments generally support, albeit with some proposed clarification, 

the key concepts of (i) filing the Rate Proposal Docket; (ii) holding rates at current levels after the 

Fixed CTC expires using an adjustment to the Market Generation Credit (“MGC”); (iii) moving 

forward with Demand-Side management (“DSM”) and TEP’s Renewable Energy Action Plan 

(“REAP”) and (iv) preserving the rights of all parties with respect to their positions regarding the 

1999 Settlement Agreement and Decision No. 62103. 

Local Union 11 16 of the International Brotherhood of Electrical Workers, AFL-CIO 

(“BEW’), requests that the Proposed Recommended Order be adopted with minor modification. 

Mesquite Power, L.L.C. et. al. support the Proposed Recommended Order with the exception of 

the language in the description of TEP’s cost-of-service proposal that indicates that TEP’s 

exclusive CC&N will be restored. 

The Department of Defense (“DOD”) appears to generally support the Proposed 

Recommended Order. The DOD does, however, take issue with using the MGC as the mechanism 

for maintaining rates and suggests that it is premature to make a decision on the rehnding 

mechanism and terms for the Fixed CTC revenues collected after expiration of the Fixed CTC. 

Although the Residential Utility Consumers Office (“RUCO”) had indicated at the hearing 

its preliminary support for filing general rate information and that continuing the collection of 

Fixed CTC amounts beyond the date the Fixed CTC would otherwise expire “may be acceptable 

to RUCO,” [see Transcript, Vol. 111, March 8, 2007, p. 6051, RUCO now opposes virtually every 

provision of the Proposed Recommended Order. 

The comments filed by Phelps Dodge Mining Company and Arizonans for Electric Choice 

and Competition (collectively “AECC”), indicate that AECC supports TEP’s filing of the Rate 

Proposals and the initiation of a Rate Proposal Docket. But AECC appears to have changed its 

position after stating during the hearing that “we’re not adverse to working something out with 

reference to the CTC” provided “those monies that are collected during that period of time might 

be offset against monies that might be determined as a result of the rate case.” See Transcript, 
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Vol. III., March 8, 2007, p. 601. AECC now claims that it “strongly opposes” any proposal for 

retaining current rate levels after the Fixed CTC expires. 

Finally, Southwest Energy Efficiency Project (“SWEEP”) and TEP have made proposed 

revisions to TEP’s DSM Portfolio. SWEEP supports the DSM and related energy efficiency 

provisions of the Proposed Recommended Order. 

In short, while there are some differences of opinion regarding certain provisions of the 

Proposed Recommended Order, there appears to be general consensus and agreement between 

TEP, Commission Staff, AUIA, IBEW, Mesquite Power and SWEEP concerning the operative 

provisions of the Proposed Recommended Order. 

11. TEP’s REPLY TO PARTIES’ COMMENTS. 

A. 

In its Comments, Commission Staff indicated that it was concerned with some of the 

language in TEP’s Notice. Commission Staff was most concerned that the Notice was “couched 

in such a manner as to convey the impression that other parties may agree with them” and contains 

various mischaracterizations. See Commission Staff Comments, pp. 3-5. 

Comments on TEP’s Notice of Filing (“Notice”). 

To clarify, the Notice was TEP’s cover memorandum to the Proposed Recommended 

Order and, as Commission Staff suggests, may be considered as TEP’s brief in support of its 

Proposed Recommended Order. Commission Staff is the only party that took issue with the 

Notice. TEP believes that the Commission should focus on the Proposed Recommended Order, 

where Commission Staff and TEP have common ground on the key concepts. 

B. 

Several parties have requested revisions to the “Findings of Fact” contained in the 

Proposed Recommended Order or “housekeeping” corrections. See SWEEP Comments, pp. 2-3; 

Mesquite Power Comments, pp. 2-3; DOD Comments, 71. 

Comments on Findings of Fact in Proposed Recommended Order. 

TEP has no objection to these requests. In drafting the Findings of Fact contained in the 

Proposed Recommended Order, TEP sought to include relevant procedural and factual background 

recognizing that other parties might wish to add other findings. 
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C. Comments on Substantive Provisions of Proposed Recommended Order. 

The following discussion summarizes the parties’ comments on the four key substantive 

xovisions of the Proposed Recommended Order and includes TEP’s reply to those comments and 

:ecommendations based on the comments. 

1. 

The Proposed Recommended Order provides for the filing of general rate case information: 

Comments on General Rate Information. 

the Rate Proposals and the Rate Proposal Docket. See Proposed ROO, pp. 10-1 1 , 7 48. 

a. Commission Staff Comments. 

Commission Staff indicates that it supports the filing of general rate case information as 

:onternplated by the Proposed Recommended Order. See Commission Staff Comments, pp. 2-3. 

Commission Staff, however, asserts that there should be no doubt as to the nature of the 

proceeding -- it is a rate case intended to establish TEP’s rates commencing January 1, 2009. 

According to Commission Staff, “the rate case will decide rates, and if necessary, litigation will 

address TEP’s claims relating to the intervening period between approval of the 1999 Settlement 

Agreement and adoption of new rates.” Commission Staff further cautions that “the rate case 

filing should not be construed as primarily a settlement device.” Commission Staff Comments, 

p.5. 

TEP Reply. 

TEP is generally in accord with Commission Staffs comments on the general rate 

information issue. TEP acknowledges that the Rate Proposal Docket is a rate case. The term 

“Rate Proposal Docket” is used to denote a rate case in which the Commission acknowledges that 

several generation rate proposals will be included and considered, not just traditional cost-of- 

service rates. TEP does want to confirm, however, that its submission of several generation rate 

proposals is intended to reach a “regulatory solution” of the dispute over the 1999 Settlement 

Agreement and does not constitute a waiver of TEP’s rights and claims arising under the 1999 

Settlement Agreement and Decision No. 62103 [see Transcript, Vol. 111, March 8, 2007, pp. 597- 
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281.’ TEP also is concerned that the Rate Proposal Docket be processed and decided by the 

Zommission as soon as possible and in advance of December 31, 2008. Finally, Commission 

Staff states that it “expects” TEP to file market studies in conjunction with its market-related 

x-oposals. TEP has no objection to filing such information, but is concerned that any studies it 

submits will be subject to an undefined “sufficiency” review by Commission Staff. Because there 

s no established format for such studies in Commission proceedings, they should not be subject to 

mfficiency review. Commission Staff, and other parties, will have a fully opportunity for 

liscovery concerning the market studies. 

b. RUCO Comments. 

RUCO opposes TEP’s proposed procedural framework for filing rate case information. 

RUCO urges the Commission to decide the “Core Question” of whether TEP is entitled to charge 

narket-based rates after 2008 rather than address TEP’s Rate Proposals and not delay a decision to 

address and consider the general rate information being presented in the Rate Proposal Docket. 

See RUCO Comments, p. 4. According to RUCO, even if the Commission declines to address the 

‘Core Question” at this time, it should still reject the Rate Proposal Docket process because the 

parties already attempted settlement, and even if a rate settlement is reached, the Commission may 

reject it, causing further delay in establishing new rates for TEP. Id. 10-1 1. 

TEP Reply. 

RUCO indicated during the course of the hearing that it lacked sufficient information to 

fully evaluate TEP’s proposals for amending the 1999 Settlement Agreement and that it was open 

to establishing a procedure for TEP to file rate case information to gain a “full development of the 

record so that the Commission could consider all of the options and also reach a resolution based 

on the complete record before January 1, 2009.” See Transcript, Vol. 111, March 8, 2007, pp. 605- 

606. However, RUCO now backs away from that position and urges the Commission to simply 

TEP understands that Commission Staff agrees that TEP’s rights and claims under the 1999 Settlement Agreement 
and Decision No. 62 103 are preserved with respect to any rate order in the Rate Proposal Docket even though TEP is 
filing generation proposals that are not market-based. See Commission Staff Comments, p. 5. Similarly, other parties 
to the 1999 Settlement Agreement would retain the same rights even though they participate in the Rate Proposal 
Docket and consider generation options other than traditional cost of service rates. 
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rule on the legal or “Core Question” presented by the 1999 Settlement Agreement and then order 

TEP to file a traditional cost-of-service rate case. In effect, RUCO has retreated to its litigation 

position and is the only party to take the position that the Commission should not adopt TEP’s 

Eramework for providing full rate case information through the Rate Proposal Docket. 

RUCO’s position is simply contrary to the efforts to reach a regulatory solution that would 

obviate the need to litigate the 1999 Settlement Agreement now. If RUCO’s position were 

adopted, the Commission would ignore any regulatory solution and potentially force the parties 

into litigation. Moreover, RUCO fails to acknowledge that, while the parties to this proceeding 

may not have reached a settlement, the additional information to be presented will be before the 

Commission for the Commissioners’ review and vote. 

C. DOD Comments. 

DOD offers no objection to TEP filing general rate case information as proposed in the 

Proposed Recommended Order. See DOD Comments. DOD does, however, take issue with the 

findings in the Proposed Recommended Order that imply that the other parties merely lacked 

understanding of TEP’s market and cost of service proposals. Id., 71. DOD suggests that a 

summary of the testimony positions of the parties be included in the Proposed Recommended 

Order. Id. 

TEP Reply. 

TEP has no objection to the DOD suggestion and the inclusion of a summary of the 

parties’ testimony on TEP’s proposals. 

d. IBEW Comments. 

IBEW supports the Proposed Recommended Order but returns to its prior argument that 

TEP can achieve the same goals by simply withdrawing the pending motion to amend and instead 

filing a general rate case. See IBEW Comments, p. 2-3. 

TEP Reply. 

Although TEP appreciates the IBEW’s support of its Proposed Recommended Order, TEP 

disagrees with IBEW’s opinion. One of the key elements of seeking a regulatory solution is 
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preservation of all parties’ rights under the 1999 Settlement Agreement and this docket provides a 

vehicle to confirm that element. Simply filing a rate case would not achieve this indispensable 

part of the process described in the Proposed Recommended Order. 

e. AECC Comments. 

AECC indicates that it has no objection to TEP filing its Rate Proposals and to considering 

the information in the Rate Proposal Docket. According to AECC, “[als a general proposition, 

AECC does not object to TEP’s proposal to provide additional information in order to further 

settlement discussions among the parties.” See AECC Comments, p. 2. Further, “AECC is 

willing to participate in such discussions and is open to receiving further information concerning 

the ‘hybrid proposal’ introduced in the testimony of James Pignatelli.” Id. At the same time, 

however, AECC asserts that the recitation of TEP’s filed proposals in paragraphs 42-46 of the 

Proposed Recommended Order provides disproportionate weight to these proposals, all of which 

are strongly opposed by AECC, RUCO, DOD and Commission Staff. Id., p. 5. 

TEP Reply. 

TEP has no objection to including a recitation of the positions of AECC and other parties 

in the Proposed Recommended Order. To the extent that AECC is concerned that the Proposed 

Recommended Order may be read to preclude parties from challenging any and all of TEP’s 

generation proposals, TEP submits that it was not the intent to preclude parties from challenging 

TEP’s proposals. TEP also believes parties would be able to suggest additional or modified 

generation proposals as appropriate in rebuttal in the Rate Proposal Docket. 

f. Mesquite Power Comments. 

Mesquite Power has no objection to TEP filing its Rate Proposals and appears to generally 

support Proposed Recommended Order. Mesquite Power’s principal concern and objection is 

with any language in the Proposed Recommended Order that appears to indicate that TEP’s 

exclusive CC&N will be restored or appears to prejudge the issue. See Mesquite Power 

Comments, p.2. 
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TEP Reply. 

TEP agrees that the issue of exclusivity remains to be considered and addressed in the Rate 

Proposal Docket. 

g* AUIA Comments. 

The AUIA supports the Proposed Recommended Order and urges the Commission to 

adopt it. 

TEP Reply. 

TEP agrees with AUIA. 

h. TEP Recommendation. 

Based upon all of the comments and support of the parties, TEP believes that the “General 

Rate Information” provisions of the Proposed Recommended Order should remain unchanged 

except as otherwise noted herein. TEP agrees that the Rate Proposals equate to a rate case 

provided the parties’ rights and claims under the 1999 Settlement Agreement and Decision No. 

62 103 are preserved. 

2. 

The Proposed Recommended Order provides for existing rates to remain in effect pending 

Comments on Existing Rates Remaining in Effect Pending Decision. 

a decision in the Rate Proposal Docket. See Proposed ROO, pp. 1 1-12,1149 - 5 1. 

a. Commission Staff Comments. 

Commission Staff does not oppose modifying the MGC to hold rates at current levels 

provided that (i) proposed change to the MGC does not constitute agreement that the MGC is a 

“rate”; and (ii) any revenue collected by this device is specifically tracked and accrues interest at 

“rate equal to weighted average cost of capital as established in last rate proceeding, computed 

monthly on compounded basis.” See Commission Staff Comments, p. 6. Commission Staff also 

does not oppose a 24 month rehnd period but believes that “whether and how any refunds should 

occur should be decided in connection with the rate decision.” Id. 

TEP Reply. 

TEP is willing to accept a modification to the Proposed Recommended Order that clarifies 
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that the “True-Up Revenue” will be tracked and accrue interest on any portion thereof to be 

refunded at an appropriate rate of interest compounded monthly,’ with the decision of whether and 

how any refunds or credits of the “True-Up Revenue” should occur being decided by the 

Commission in connection with the Rate Proposal Docket provided that a decision on TEP’s Rate 

Proposals is made as soon as possible, and in advance of December 3 1,2008. 

There are significant adverse financial impacts to TEP if a decision on new rates and the 

accounting treatment of the True-Up Revenue is not reached well in advance of December 31, 

2008. For example, if TEP were not able to recognize any of the True-Up Revenues on its income 

statement in 2008, the impact on TEP’s net income would be a reduction equal to approximately 

57% of the Company’s net income for all of 2006. To that end, TEP believes that it is appropriate 

that the accumulation of True-Up Revenue ends when new rates are in place which should be no 

Later than December 3 1,2008. 

b. RUCO Comments. 

RUCO opposes holding rates at current levels when the Fixed CTC expires “because no 

mrty disputes that Settlement Agreement requires that the Fixed CTC . . . terminates after it 

:ollects $450 million of stranded costs.” See RUCO Comments, p.7. 

In addition, RUCO opposes the proposed true-up mechanism in the Proposed 

Recommended Order because it believes it is inadequate to protect customers. RUCO contends 

that the Proposed Recommended Order defines “True-Up Revenue” too narrowly by limiting it to 

revenue collected before December 3 1, 2008, and failing to provide for interest. Finally, RUCO 

objects to use of the MGC as a mechanism for holding current rate levels. See RUCO Comments, 

p. 8-11. 

TEP Reply. 

RUCO’s position against holding current rate levels to avoid a significant rate fluctuation 

is somewhat surprising given the testimony of Marylee Diaz Cortez that one of the principal 

TEP does not believe that the “weighted average cost of capital as established in TEP’s last rate proceeding” is an 
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concerns of residential customers was rate stability (“I do think I can agree to a certain extent with 

Mr. Pignatelli that stability of rates, so there aren’t big surprises, is important to the average 

residential customer.” See Hearing Transcript, March 8, 2007, Vol. 111, p. 655). At the same time, 

RUCO’s position that TEP should be bound by the terms of the 1999 Settlement Agreement and 

suffer more under-earning when the Fixed CTC drops off in May 2008 is inconsistent with 

RUCO’s statement that it has no opinion on whether TEP remains bound by the 1999 Settlement 

Agreement. See Hearing Transcript, March 8, 2007, Vol. 111, p. 652. The potential loss of 

approximately 57% of the Company’s net income and its corresponding impact on both TEP’s 

creditworthiness and ability to provide safe, reliable and adequate service to its customers is 

neither a fair nor rational regulatory result. A December 3 1 , 2008 target for deciding this case will 

give the parties and the Commission 18 months to address and resolve these issues. 

C. DOD Comments. 

As stated in its Comments, “[tlhe DOD agrees with the stable-rate objective discussed in 

Finding 49.” See DOD Comments, 7 2. The DOD, however, does not agree that a modification of 

the MGC is the appropriate mechanisms for keeping rates at their current levels. The DOD also 

takes issue with the manner in which True-Up Revenues are defined and credited under the terms 

of the Proposed Recommended Order. Finally, DOD asserts that the Proposed Recommended 

Order should simply state that rates will remain unchanged and that the disposition of accumulated 

Fixed CTC credits will be dealt with in the upcoming rate case -- similar to the position taken by 

Commission Staff. Id., 77 2, 3. 

TEP Reply. 

As with Commission Staffs Comments to this provision, TEP is amenable to allowing the 

specific mechanism to refund the accumulated True-Up Revenue to be resolved in the Rate 

Proposal Docket provided a Commission decision is in effect prior to December 3 1 , 2008. 

d. AECC Comments. 

Like RUCO, the AECC opposes holding rates at current levels when Fixed CTC expires. 

According to the AECC, the Proposed Recommended Opinion eliminates significant customer 

10 
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benefits under 1999 Settlement Agreement with no benefit to customers. See AECC Comments, 

p. 2. AECC also contends that the only acceptable method for holding rates at current levels is to 

track and hlly credit all Fixed CTC revenue when new rates are established irrespective of the rate 

methodology or rate level. Id., p. 4. Finally, the AECC asserts that there is no need to modify the 

MGC to hold rates level. Id., p. 5. 

TEP Reply. 

The inconsistencies in the AECC’s position continue to plague its involvement in this case. 

AECC acknowledges that the purpose of the 1999 Settlement Agreement was to transition TEP to 

a competitive retail generation market, but at the same time asserts that there is no retail 

competition to justify market-based rates. AECC further contends that even if there was retail 

competition, TEP is not entitled to charge market-based rates because the Commission’s Track A 

Order and the Court of Appeals’ Phelps Dodge decision effectively eliminated market-based 

generation rates. And yet, despite all these claims, and the fact that AECC has acknowledged that 

TEP is experiencing a revenue deficiency going back to 2003, AECC wants TEP to continue to 

operate under the rate freeze and the substantial rate reduction that will result when the Fixed CTC 

drops off in May 2008 based on the 1999 Settlement Agreement. AECC simply cannot have it 

both ways. It cannot argue for its benefits of the bargain, while simultaneously arguing that TEP 

has lost all of its benefits. 

e. 

IBEW, Mesquite Power and SWEEP had no comment on or objection to the provisions of 

the Proposed Recommended Order concerning maintaining rates at current levels and the 

provision that relate to the mechanism for maintaining rates or the provisions dealing with how 

collected revenues may or may not be credited to customers. 

IBEW, Mesquite Power, and SWEEP Comments. 

f. TEP Recommendation. 

Contingent upon a Commission decision being issued by December 3 1, 2008, TEP agrees 

that the Proposed Recommended Order may be revised to provide that the “True-Up Revenue” 

will be tracked, and will accrue interest on any portion thereof to be refunded at an appropriate 
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rate of interest compounded monthly. Moreover, the decision of whether and how any refunds or 

credits of the “True-Up Revenue” should occur may be decided by the Commission in connection 

with the Rate Proposal Docket. TEP continues to believe that modifying the MGC remains the 

best mechanism for holding rates at their current level, but does not oppose language that 

preserves any party’s position that the MGC is not a mechanism to set generation rates. 

3. 

The Proposed Recommended Order provides for the reservation of all rights of all parties 

in moving forward with the Rate Proposals and the Rate Proposal Docket. See Proposed ROO, pp. 

Comments on Full Reservation of Rights. 

13,7753-54. 

a. RUCO Comments. 

Only RUCO took issue with the provisions of the Proposed Recommended Order that seek 

to preserve and reserve the rights of TEP and all other parties in moving forward with the filing of 

general rate case information and consideration of that information in connection with TEP’s 

proposals in the Rate Proposal Docket. According to RUCO, the Commission does not have 

authority to declare that RUCO’s or other parties rights are reserved with respect to parties other 

than Commission. See RUCO Comments, p. 12 

TEP Reply. 

RUCO’s position rejects the positions of the other parties that, in moving forward with the 

Rate Proposal Docket, all parties’ rights and claims arising from the 1999 Settlement Agreement 

and Decision No. 62103 are reserved and protected. See Commission Staff Comments, p. 5 (“just 

as TEP retains its right to claim that it is entitled to “contractual” damages, or other claims 

associated with its view of the effect of the Settlement and Decision No. 62103, the other parties 

to this proceeding retain their rights to dispute those claims and otherwise assert that TEP has no 

contractual claim.”). Again, RUCO’s position undermines the Commission’s and parties’ attempt 

to reach a regulatory solution of the dispute over the 1999 Settlement Agreement. 

The import of this provision is: (i) the acknowledanent by the Commission and parties 

that no rights or claims under the 1999 Settlement Agreement and Decision No. 62103 are waived 

12 
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with respect to the Commission’s decision in the Rate Proposal Docket and (ii) the Commission 

not taking an action that would require TEP, or any other party, to seek timely relief in court to 

protect their rights under the 1999 Settlement Agreement and Decision No. 62103. All generation 

rate options are still at issue and all rights under the 1999 Settlement Agreement and Decision No. 

62103 are preserved. Commission Staff agrees that should TEP or any other party seek to 

challenge the rates established in that docket, TEP or those parties should have the right to assert 

issues related to the 1999 Settlement Agreement and Decision No. 62103 in any court challenge to 

those rates. See Commission Staff Comments, p. 5. Through their comments, no party has 

opposed RUCO’s or any other parties’ reservation of rights and claims under the 1999 Settlement 

Agreement and Decision No. 62 103. 

b. Other Comments. 

No other party has objected to or challenged the reservation of rights provision contained 

in the Proposed Recommended Order. 

C. TEP Recommendation. 

TEP believes that the “Full Reservation of Rights” provisions of the Proposed 

Recommended Order should remain unchanged. 

4. Comments on Demand-Side Management Portfolio, Time-Of-Use Rates and 
Renewable Energy Action Plan. 

The Proposed Recommended Order provides for the approval, implementation, and 

recovery of costs associated with TEP’s DSM, TOU, and REAP. See Proposed ROO, pp. 12-13, 

752. 

a. 

Commission Staff, RUCO, and AECC appear to share the view that cost recovery for DSM 

Commission Staff, RUCO and AECC Comments. 

costs must occur in connection with a general rate case based on findings of fair value. 

Commission Staffs Comments indicate that it agrees that DSM programs should be 

considered by the Commission and approved in an expeditious manner, but that program costs that 

exceed costs embedded in current rates should be capitalized, to be recovered in rates to be 
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letermined in the upcoming rate case. See Commission Staff Comments, p. 6. 

RUCO’s Comments also indicate that RUCO opposes adoption of any cost recovery 

nechanism for DSM or REAP in a proceeding that would not include data necessary to make fair 

value finding. See RUCO Comments, pp. 14-15. 

Similarly, AECC opposes any change in rates for cost recovery of DSM or REAP outside 

If general rate case. See AECC Comments, p. 5 

TEP Reply. 

The comments and positions of these parties appear to be at odds with the view of some 

nembers of the Commission who, at the very least, sought information regarding the 

mplementation of DSM, TOU, and renewable energy programs in connection with this 

x-oceeding, a proceeding that does not involve a fair value finding, and at least until now, did not 

nvolve a general rate case. Accordingly, TEP has followed the direction of the Commission in 

Decision No. 68669 and has included a procedure for obtaining approval and cost recovery for 

iew DSM and REAP programs. As indicated below, the provisions contained in the Proposed 

Recommended Order have the support of SWEEP, including how to implement and secure cost 

-ecovery for TEP’s DSM programs. 

b. SWEEP Comments. 

SWEEP supports the provisions of the Proposed Recommended Order concerning the 

3pproval and implementation of a new DSM program together with the approval and 

implementation of a mechanism for recovering the costs of the program. SWEEP understands that 

implementation and cost recovery go hand in hand, and SWEEP has urged that the procedures set 

Forth in the Proposed Recommended Order be approved and adopted. See SWEEP Comments. 

C. Other Comments. 

No other party objected to or commented upon the provisions of the Proposed 

Recommended Order that relate to DSM, TOU, or REAP. 
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d. TEP Recommendation. 

TEP understands from the comments filed in response to the Proposed Recommended 

Order that the parties differ in their opinions on where DSM and renewable energy issues are best 

addressed. TEP proposed two options in an attempt to address all concerns raised throughout the 

filed and live testimony in this proceeding. While TEP remains willing and able to file its DSM 

and REAP proposals separately from or together with the Rate Case Proposals, it is inappropriate 

and inconsistent with the testimony in this proceeding, to separate the evaluation and approval of a 

DSM portfolio from the evaluation and approval of cost recovery of such portfolio. 

TEP therefore disagrees with Commission Staffs proposal to file DSM and REAP 

proposals as soon as possible only to later determine the amount and schedule of DSM costs to be 

recovered. Not only does such a suggestion delay recovery of real costs for TEP, but it fails to 

give TEP the required assurances that the Company will, in fact, recover those costs its expends 

3n implementing the DSM portfolio. Thus, TEP remains willing to file DSM and REAP proposals 

separately from the Rate Case Proposals, and consistent with SWEEP'S request, separately from 

one another. However, TEP believes it is inappropriate, and frankly confiscatory, to require the 

Company to file and implement a DSM portfolio, with the mere possibility of full recovery 

potentially years after such implementation. 

5. 

No party objected to or commented upon the Conclusions of Law paragraphs of the 

Comments on Conclusions of Law and Ordering Paragraphs. 

Proposed Recommended Order. 

a. RUCO Comments. 

Only RUCO addressed the Ordering paragraphs of the Proposed Recommended Order. 

RUCO objects that "no ordering paragraphs adopt.. . the [true-up] mechanism, or any other 

provision for true-up." RUCO Comments, p. 8. 

TEP Reply. 

The intent of TEP's Proposed Recommended Order is clear that if current rates remain in 

force, the incremental amount collected after the Fixed CTC expires will be considered "True-Up 
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Revenue” as discussed above. See Proposed ROO, Findings of Fact, 7 5 1. 

b. TEP Recommendation. 

Adding a specific ordering paragraph will clarify the intent of the Proposed Recommended 

Order. Accordingly, TEP recommends that the following ordering paragraph be added: 

111. 

IT IS FURTHER ORDERED that the incremental revenue collected 

as a result of keeping retail Standard Offer rates at their current level shall 

be treated as “True Up Revenue” as discussed in Finding of Fact No. 51, 

interest will accrue on the portion of the True-Up Revenue to be refunded 

at a rate of interest equal to TEP’s rate on short-term debt, and the decision 

of whether and how the True-Up Revenue will be refbnded, including the 

mechanism for refund (if necessary) will be determined in the Rate 

Proposal Docket. 

CONCLUSION. 

TEP still believes that its Proposed Recommended Order, with the modifications and 

clarifications discussed in this Reply, is just, reasonable, fair and in the public interest and should 

be issued as the Recommended Opinion and Order in this docket. 

RESPECTFULLY SUBMITTED this 4th day of April 2007. 

ROSHKA DEWULF & PATTEN, PLC 

BY 
Michael W. Patten 
J. Matthew Derstine 
One Arizona Center 
400 East Van Buren Street, Suite 800 
Phoenix, Arizona 85004 

Michelle Livengood 
Tucson Electric Power Company 
One South Church, Suite 200 
Tucson, Arizona 85701 

Attorneys for Tucson Electric Power Company 
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Original and 13 copies of the foregoing 
filed this 4th day of April 2007 with: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Copy of the foregoing hand-deliveredmailed 
this 4th day of April 2007 to: 

Chairman Mike Gleason 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Commissioner William A. Mundell 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Commissioner Jeff Hatch-Miller 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Commissioner Kristin K. Mayes 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Commissioner Gary Pierce 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Lyn A. Farmer, Esq. 
Chief Administrative Law Judge 
Hearing Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
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lane Rodda, Esq. 
4dministrative Law Judge 
3earing Division 
4rizona Corporation Commission 
400 W. Congress 
rucson, Arizona 85701 

Clhnstopher C. Kempley, Esq. 
Clhief Counsel, Legal Division 
4rizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Ernest G. Johnson 
Director, Utilities Division 
4rizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

2. Webb Crockett 
Patrick J. Black 
FENNEMORE CRAIG, PC 
3003 North Central Avenue, Suite 2600 
Phoenix, Arizona 85012-291 3 

Scott S. Wakefield, Chief Counsel 
Residential Utility Consumer Office 
1100 West Washington, Suite 220 
Phoenix, Arizona 85007 

Timothy Hogan 
Arizona Center for Law 
in the Public Interest 

202 East McDowell Road, Suite 153 
Phoenix, Arizona 85004 

David Berry 
Western Resource Advocates 
P. 0. Box 1064 
Scottsdale, Arizona 85252 

Jeff Schlegel 
SWEEP Arizona Representative 
1 167 West Samalayuca Dr 
Tucson, Arizona 85704 

Michael Grant, Esq. 
Gallagher & Kennedy 
2575 East Camelback Road 
Phoenix, Arizona 85016 
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Gary M. Yaquinto 
Arizona Utility Investors Association 
2100 North Central Avenue, Suite 210 
Phoenix, Arizona 85004 

Nicolas J. Enoch 
Lubin & Enoch, PC 
349 North Fourth Avenue 
Phoenix, Arizona 85003 

Peter Q. Nyce, Jr 
General Attorney-Regulatory Office 
Department of the Army 
901 North Stuart Street 
Arlington, Virginia 22203 

Daniel D. Haws 
OSJA, Attn: ATZS-JAD 
USA Intelligence Center 
Ft Huachuca, Arizona 85613 

Dan Neidlinger 
Neidlinger & Associates 
3020 North 1 7th Drive 
Phoenix, Arizona 85015 

Lawrence Robertson 
P. 0. Box 1448 
Tubac, AZ 85646 

David Berry 
Western Resource Advocates 
P. 0. Box 1064 
Scottsdale, Arizona 85252 

Eric Guidry 
Western Resource Advocates 
2260 Baseline Road, Suite 200 
Boulder, Colorado 80302 

Thomas Mumaw 
Karilee Ramaley 
Pinnacle West Capital Corporatio 
P. 0. Box 53999, Station 8695 
Phoenix, Az 85072 

Deborah R. Scott 
Robert J. Metli 
Snell & Wilmer LLP 
One Arizona Center 
400 East Van Buren 
Phoenix, AZ 85004 
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Barbara A. Klemstine 
Brian Brumfield 
Arizona Public Service Company 
P. 0. Box 53999, Station 9708 
Phoenix, Arizona 85072 

Greg Patterson 
Arizona Competitive Power Alliance 
916 West Adams, Suite 3 
Phoenix, Arizona 85007 

S. David Childers, P.C. 
Low & Childers, P.C. 
2999 North 44th Street, Suite 250 
Phoenix, Arizona 8501 8 

Christopher Hitchcock 
Law Offices of Chstopher Hitchcock 
P. 0. Box AT 
Bisbee, Arizona 85603 

B 
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